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Germany and Japan are deeply worried about rekin- 
dling inflation and arc reluctant to cut their interest 
rates to further stimulate their heated economies. 


reduce the large budget deficits in these countries, 
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Employment 


The seasonally adjusted rate of unemployment in 
the United States rose to 7.0 percent in June from 
6.9 percent in May 1991. 


In June 1991, Germany reported 6.3 percent un- 
employment and Canada reported 10.5 percent. In 
May 1991, Japan reported 2.0 percent; the United 
Kingdom, 7.9 percent; Italy, 9.8 percent; and France, 
9.5 percent unemployment. (For foreign unemploy- 
ment rates adjusted to U.S. statistical concepts, see 
the tables at the end of this issue.) 


verage forecasts point to a moderate re- 
bound in GNP nominal and real growth rates starting 
the third quarter of 1991 and continuing 

the remainder of the year. There are many 
reasons for the sluggi 
eral slowdown in 
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available credit caused by the Savings and Loan cri- 
sis. However, several dynamics appear to be work- 
ing in favor of future stronger growth. The decline 
in interest and inflation rates in the first half of 1991 
may encourage a rise in consumer and business 
spending. An expected surge in export growth as a 
result of the anticipated improvement in industrial 
countries’ economic conditions should also incrcase 
foreign demand for U.S. exports. Finally, the low 
level of inventories now held by businesses could 
prompt a strong buildup of business inventories once 
a recovery starts. Moreover, the rise in housing 
Starts is expected to be the key to a broad economic 
recovery. The average of the forecasts predicts a 
slight increase in the unemployment rate in the sec- 
ond and third quarters of 1991 and a decline after- 
wards. Inflation (measured by the GNP deflator) is 
expected to dip in the remainder of 1991. 


The U.S. merchandise trade deficit increased 
slightly in May 1991 (by $100 million), due largely 
an to the increase in oil imports. Seasonally ad- 
justed U.S. merchandise trade in billions of dollars 
as reported by the U.S. Department of Commerce is 
shown in table 2. 


When oil is included, the seasonally adjusted U.S. 
merchandise trade deficit in current dollars increased 
by 2.2 percent in May 1991, to $4.6 billion from 
$4.5 billion in April 1991. The May 1991 deficit 
was 38 percent lower than the $7.4 billion average 
monthly deficit registered during the previous 


Table 1 
Projected quarterly percentage changes of selected U.S. economic indicators, 1991 
| = Merrill Mear 
-- <i Capital = EFA. a 
Quarter Project Markets Inc. Inc. casts 
Oath 2.7 4.1 38 3.7 
September .............. 66 4.7 5.2 
pe, AE pebaveeaeea< a2 6.2 5.9 6.7 
= wey sauaweucanss $3 2 1 3 ! 5 os 
December... 46 3.3 3.5 a 
a > teen 3.0 28 a2 a¢ 
RR 38 23 
“oe WELT - _ er 6.8 es $s es 
on, nO : 87 Hy 88 
—Except unemployment , in the forecast represent compounded annual rates of change 
— Sorts’ Cuaron dela are soassnaly edboeted, Gere of forecasts: July 1001. 


Source: Compiled from data provided by The Conference Board. Used with permission. 
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5.1 
Nominal export changes and trade balances in 
May 1991 for specified major 
The sectors that recorded the most 


shown in table 3. 
export increases in May 1991 include inorganic 


chemicals, telecommunications, vehicle parts, iron 
and steel mill products, and organic chemicals. Sec- 


gy—out of a universe of some 
the trade tors that recorded the largest trade surpluses over the 
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declined high-technology fields—for 
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Source: U.S. Department of Commerce News (FT900), July 1991. 
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The U.S. agricultural trade surplus increased to 
$1.1 billion in May from $1.0 billion in April 1991. 


US. —_~ wal, waanaee A.) a monthly and 
year-to-date basis with m ng partners are 
shown in table 4. The United States experienced small 
increases in bilateral merchandise trade deficits in May 
1991 with Canada, Germany, the Newly Industrializ- 
ing Countries (NICs), China, and OPEC and a decline 
in trade surpluses with the EC, Western Europe, and 
the U.S.S.R. The deficit with Japan declined by $920 
million. On a cumulative year-to-date basis, the United 
States experienced improvements in its bilateral trade 
balances from a year earlier with almost all trading 
partners except Canada and China. 


INTERNATIONAL TRADE 
DEVELOPMENTS 


Caribbean Basin Trade Preferences: 
Impact of a United States—-Mexican FTA 


Caribbean Basin Trade Preferences: Impact of a 
United States-Mexican FTAC aribbean officials are in- 
creasingly concerned about the future impact a United 
States-Mexican free-trade agreement (FTA) might have 
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Access to U.S. Markets 


Officials contacted were generally pessimistic 
about the ability of Caribbean products to remain 
competitive in U.S. markets under an FTA, particu- 
larly given the relatively higher costs of shipping 
goods from the Caribbean. Mexico's proximity to 
the United States allows products from that country 
to be transported to the United States by land—more 
Cheaply and faster than shipping by air or by sea 
from the Caribbean. In addition, articles shipped 
from the Caribbean encounter delays in reaching 
U.S. markets because most air and sea links originat- 
ing in the Caribbean are routed h Miami, 
whereas traffic between Mexico and United 
States encounters no such bottleneck. Mexican 

also do not face the additional packaging costs 
ibbean products may incur as a result of the 
longer transportation time. 

Nevertheless, several of the officials interviewed 
stated that Caribbean locations will continue to offer 
investors certain geographic advantages in gaining 
access to some U.S. markets. In contrast to Mexi- 
co’s proximity to western and southwestern U.S. 
markets, officials noted that the Caribbean is closer 
to Miami and U.S. east coast markets. 


Low-Cost Labor 


The majority of interview respondents stated that 
few Caribbean countries are able to compete with 
Mexico’s low-cost labor. Several individuals ex- 
pressed the concern that an FTA, together with Mex- 
ico’s low-cost labor, would further enhance Mexico's 
appeal as a destination for foreign investment to the 
detriment of some Caribbean Basin countries. 

Table 5 compares minimum wages in Mexico and 
in selected CBERA beneficiaries. Twelve CBERA 
beneficiaries have wages ranging from marginally 
above to as much as four times higher than Mexico's 
minimum wage. However, seven CBERA beneficia- 


signed into law on Aug. 20, 1990. 
Table 4 
U.S. merchandise trade deficits (-) and surpluses (+), not seasonally adjusted, with specified areas, 
January 1990-May 91 
(Billion dollars) 
January- January- 
Area or country 1081 1901 "o0 1991 1980 
hs oo ab bs 404 nG50d4ssnndeedeeacenaen 2.43 3.35 -3.08 15.98 -16.67 
BD 964444.045.56451400000566400404004 0.35 0.29 0.28 2.01 -1.13 
TT re rr eer Teter ee 0.40 0.01 0.55 1.85 3.53 
DE hed eee nd 66 6 W44454 00464 4400040000-65 +1.37 +2.01 +0.54 +8.95 +4.04 
BD. 6.60 6-044550600060000K40085 +1.32 +2.11 +0.57 +9.07 +3.09 

PN 56 044564444046404000054 450000008) 0.77 0.76 -1.59 -3.32 -7.13 
rere rr rrr rr ree +0.07 +0.25 +0.30 +1.18 +1.60 
SD «sings 6 65-400 640 0044 00005650000 e6055 0.74 0.67 0.79 -3.60 3.0 
SE y-6:0-'05 660 006005600050 040664 05504604 1.37 0.98 “1.77 4.66 9.74 

Total wade balance ........ 6.6... cece 3.77 3.42 -7.31 -20.41 -35.99 


' NICs include Singapore, Hong Kong, Taiwan, and the Republic of Korea. 
Note.—The difference between trade balances shown in total exports table and those shown in the above (country/area) table repre- 
sents exports of certain grains, oilseeds, and satellites that are not included in the country/area exports. 


Source: U.S. Department of Commerce News (FT-900), July 1991. 
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Table 5 

Minimum wage in selected CBERA beneficiaries and in Mexico, 1990 

Minimum wage Country Minimum wage Country 
(Dollars per hour) (Dollars per hour) 
Ferre rrTi rey Aruba Pere Guatemala 
2.20-3.00 0... ccuee Bahamas 0.80-0.78 0.0... cca Panama 
prem Trinidad & Tobago See 
1.18-3.08 2.0.0... cece, Neth. Antilles 0.50 ccc ees Domi Republic 
24644040440 60444542 antigua & 0.50 cee El Salvador 
MD 646616644444 0400054 St. Kitts-Nevis 0.48 ces Grenada 
OE 460:54.0445 5444440404 rr Haiti 
ree ee St. Vincent eres Guyana 
0.71-0.84 2... SE 6434440460 54-50004855 Honduras 
Ms ©ed64h00R6004045 440 Me 04044 40465 60004%605 Jamaica 


Source: U.S. Sapatment of Commerce, Intemational Trade Administration, 1990 Caribbean Basin Investment Survey, app. 1, p. 85. 
xico on information Departmen 


Data on Me provided by U.S. 


ries have minimum lower than Mexico’s—in- 


Cluding the ex under the CBERA, the Do- 
minican If ican wages rise in the 
term as a result of an FTA, Mexican labor could be- 


come significantly more ex 
tive labor sources in many Caribbean Basin countries. 
Several interview respondents with experience op- 
= 7 > & Se ee ) ee 
that Caribbean products are often of better quality 
than comparable Mexican goods. They also reported 
that labor turnover is lower in the Caribbean because 
Mexico's proximity to the United States and the rela- 
tively porous U.S.-Mexican border foster migrati 


market in 1990. Four of the leading U.S. 
from Mexico—peppers, melons, electrical switching 
imports entering 


t of Commerce. 


An FTA stands to make the dutiable Mexican 
products—peppers, melons, and electrica! switching 
apparatus—less expensive in the United States. 
Combined with lower transportation costs, this cost 
saving could result in Mexican items displacing some 
competing Caribbean products. Because surgical and 
medical instruments imported from Mexico already 
receive duty-free treatment under the U.S. General- 
ized System of Preferences (GSP) program an FTA 
will not affect the price of this Mexican product on 
the U.S. market. ver, U.S. imports from the 
major Caribbean supplier—the Dominican Repub- 
lic—increased from 17.6 percent of combined im- 
ports from the Dominican Republic and Mexico in 
1989 to 26.0 percent of combined imports in 1990 
(table 7). The Dominican Republic's success in in- 
creasing its share of U.S. imports during 1990 holds 
the possibility that low wages and high product qual- 
ity may emerge as key factors enabling Caribbean 
Basin countries to maintain their U.S. market shares 
under a United States-Mexican FTA. 


Liberalization of Foreign Trade in 
Czechoslovakia, Hungary, and Poland: 


Progress and Prospects 


Since 1989, market reforms and improved com- 
mercial relations with the West have led to the radi- 
cal liberalization of foreign trade regimes in 
Czechoslovakia, Hungary, and Poland. The state's 
absolute control over foreign trade in the three cen- 
tral European countries (CECs) included determining 
the commodity composition and ic distribu- 
tion of trade flows. Centralized control has now 
given way to the use of traditional instruments of 
trade policy, such as reliance on the establishment of 
realistic exchange rates linked with efforts to make 
national currencies convertible, and use of tariffs, 
quotas, and licenses to meet goals of national eco- 
nomic policy. According to some estimates, central 
State agencies currently control only one-fifth of all 
export and import transactions in these countries. 

All three CECs enjoy substantial current account 
convertibility of their national currencies. Although 
some restrictions are enforced to prevent deteriora- 
tion in the international balance of payments, for the 
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Table 6 
Leading U.S. imports for consumption from Mexico also supplied by CBERA beneficiaries, 1990' 
(1,000 dollars, unless otherwise indicated) 
Percent 
_ CBERA of 
HTS No. Description Mexico beneficiaries Imports Imports 
0709.60 Fruits of genus capsicum or the genus pimenta (peppers)*. . $136,031 St. Vincent/ 
Grenadines ..... . 48 3.2 
0807.10 Melons, ay hs eae & 
watermelons, fresh? oo... ccc cece 87,031 CostaRica........ 10,188 4.7 
ElSalvador........ 1,752 6.2 
Ds ys aah 685 6,845 10.1 
8536.90 Electrical apparatus n.e.s.i. for switching’ ..................... 174,768 Haiti ............. 16,063 25.2 
9018.90 Instruments & appliances for medical, surgical use®....... . 152,506 Dominican Republic . 53,535 17.2 


‘ Leading imports among top 30 U.S. imports from Mexico and top 5 U.S. imports from specified Caribbean countries. 
2 Products from Mexico are subject to the column 1 general duty of $0.055/kg. 


3 The Mexican products 
HTS Nos. Seb7 10.50 watermelons. The 
percent for HTS item 0807.10.20 can , 
and 8.5 percent for HTS item 0807.10.70 (other melons, 


column 1 


in this subheading granted Cay Neo ey into the United States (under the U.S. GSP 


between t. 16 
oh 


J.S. GSP program) are 
products in this subheading: 35 

31, also exported by Costa Rica and Honduras) 
Dec. 1 and May 31, also exported by E! Salvador). 


ties for other 


“ Products from Mexico are subject to the column 1 general duty of 5.3 percent. 
5 Products from Mexico enter the United States duty-free under the GSP program. 


Source: 


States ( USITC publication 2232, Sept. 30, 1990. 


Table 7 


1900, US from official statistics of the U.S. Department of Commerce and USITC, Harmonized Tariff Schedule of the United 


U.S. duty-free imports of surgical and medical instruments (HTS 9018.90) from the Dominican Republic and 


Mexico, 1989 and 1990 


1989 1990 
Percent Percent 
Source Imports of total Imports of total 
Me@XiCO 2... cee 121,010 82.4 152,506 74.0 
Dominican Republic ............ 25,851 17.6 53,535 26.0 
. Peer. $146,861 100.0 $206,041 100.0 


Source: Compiled from official statistics of the U.S. Department of Commerce. 


most part enterprises and individuals in the CECs 
can freely obtain convertible currencies for import- 
ing. However, with some exceptions, exporters in all 
three countries must still exchange their convertible 
Currency revenues for local currency at the prevailing 
rate of exchange. 


tariff rate (the unweighted arithmetic a 
rates) is 4.6 percent for Czechoslovakia, 11.8 
for Poland, and 13 percent for Hungary. un- 


absolute dollar ceiling on the importation of consum- 
er goods, and Poland recently introduced special tar 
iffs on food im Acc to some estimates 


countries are equivalent to a 12 percent average tariff 
rate. 


an 


The CECs require licenses for both the importa- 
tion and exportation of commodities covered by in- 
ternational agreements (e.g., weapons, explosives, 
radioactive materials, etc.). Import and export li- 
censes are also required for selling some newly de- 
controlled high-technology commodities to these 
formerly communist countries under agreements 
reached among the 17 members of the Coordinating 
Committee for Multilateral Export Controls (CO- 
COM). Import licenses for the decontrolled items in 
the CECs are required to speed up the exporting 
Western nation’s approval of sales to them, and ex- 
port licenses in the three countries are required to 
keep track of the reexportation of these items under 
COCOM guidelines. All three countries require ex- 
port licenses for goods covered by voluntary export 
restraint agreements or foreign import quotas, and for 
goods in short supply (e.g., energy products, some 
food items, medical products, etc.). Although there 
are no reliable estimates regarding the proportion 
that license requirements represent in total exports 
and imports of the CECs, analysts so far have not 
found licensing requirements by the three countries 
excessive or objectionable. 


The CECs have eliminated most schemes of direct 
export subsidization; the current level of export sup- 
port appears to be negligible in the three countries. 
However, critics of the region's current trade policies 
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charge that the state will have the incentive as well 
as the opportunity for the subsidization of exports as 
long as it owns the majority of industrial enterprises 
and major trading companies. Some analysts also 
argue that price controls on some basic inputs, such 
as energy and transportation, represent 
across-the-board production subsidization that tends 
to help, at least temporarily, the region's expanding 
export sector. 


The Governments of all three CECs say they in- 
tend to continue liberalizing their trade regi 

Hungarian and Polish officials say that tariff rates 
= S © Gee. Ge ee Seb Cues 
predict import surcharge on consumer goods 
will be eliminated by the end of 1991. The CECs 


(WEFA), the $3 billion surplus in Poland's 1990 
merchandise trade account will switch to a deficit of 
$1.6 billion during 1991, ATL. Yh 
Czechoslovakia's 1990 merchandise trade will 

way to a $1.4 billion deficit during 1991. "A 
also predicts that Hungary's surplus will decline 
from $0.6 to $0.5 billion the same period. 
Projections of faster growth in imports than exports 
account for the forecast changes in the trade balances 


(GDP) will decline by 7.4 percent in Czechoslovakia, 
by 3.4 percent in Hungary, and by 2.8 percent in 
Poland. 


CECs. Maaiyes poeta tas industrial lobbies 
to 


International Economic Review 


established the mechanism for dealing with com- 
plaints of market disruption. The Polish Government 
has begun work on legislation to handle complaints 
of market disruption, and the Government of Czech- 
Oslovakia has begun similar work to handle com- 
plaints of dumping, subsidization, and market 
disruption. However, not one petition —- 
dumping or subsidization in Poland or H 

market disruption in Hungary has been filed ~{~ 


Some analysts also fear that tariff reductions in the 
CECs through free-trade agreements currently under 
negotiation with the European Community and the 
eS Free Trade Association (EFTA) could 


prompt these countries to raise their tariff walls 
against non-European suppliers. If realized, such a 
development would tend to di some U.S. 


exports to the CECs but could encourage U.S. direct 
investment in these countries or elsewhere in Europe. 


Although the short-term prospects for trade liberal- 
ization appear uncertain in the CECs, the longer term 
prospects are bright. Analysts expect that an immi- 
nent and decisive expansion of the private sector in 
the CECs, coupled with an anticipated economic re- 
covery by 1993, will new trade and investment 
opportunities for U.S. in these countries. Ana- 
lysts also expect that the three countries’ national 
currencies will become fully convertible by the end 
of the decade. 


United States, EC Discuss Standards, 
Testing, and Certification Issues 


For the third time in the past 2 years, Secretary of 
Commerce Robert Mosbacher and Vice President of 
the EC Commission Martin Bangemann met to dis- 
cuss a series of trade issues concerning standards, 
testing, and certification. The meeting, which took 


of the EC’s 1992 program on U.S. industry. Despite 
some lingering disagreements of principle, the two 
sides appear to be building a basis for eventual EC 


progress should be good news for U.S. firms 
Se © cam © & Ut Guten cutee Gen G> 
communications equipment to medical devices. 
Problems associated with conformity assessment 
have topped the list of U.S. concerns about stan- 
dards-related barriers in the integrated EC market 
Conformity assessment refers to the range of activi- 


determine whether products comply with regulations 
and standards. U.S. testing laboratories and U.S. 
manufacturing firms have been stressing the impor- 
tance of EC acceptance of U.S.-generated test results, 
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but with little success. The fear is that being forced 
to go through EC-based labs will result in increased 
costs and delays, making it difficult or impossible to 
serve the EC market from U.S.-based facilities. A 
key question is whether U.S. manufacturing facilities 
and testing labs will be authorized to assess whether 
products sold in the Community conform to manda- 
tory health and safety requirements. The EC’s cur- 
rent position is that non-EC firms can gain this 
privilege only through mutual recognition agreements 
(MRAs) between the EC Commission and foreign 
governments. 


A February 27 draft internal document from the EC 
Commission clarifies the terms and conditions for ne- 
gotiating these MRAs, but the document is unclear re- 
garding the role of third country governments in 
MRAs. In formal comments submitted to the EC on 
this document in June of this year, the U.S. Govern- 
ment sought clarification from the EC on this point. 
The U.S. concern is that EC insistence on particular 
types of Government guarantees may make it difficult 
for the United States to conclude suc ts.? In 
the meeting, the EC seemed to indicate that it will ex- 
pect some form of Government guarantee. However, 
the exact form of this involvement is unclear at this 
time. 


In response to this EC expectation, Secretary Mos- 
bacher proposed that the Department of Commerce 


accepted by European regulatory officials. 
The EC accepted the proposal as a positive sign 
of U.S. efforts to relations over i- 


ag We py [7-4 4 SE - 
agenaes, as the Food Administration, conduct 
gate these tasks to private bodies that meet certain criteria Some 
product areas covered by EC technical regulations are either not reg 
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In December 1989, the EC laid out three precondi- 
lions to the negotiation of MRAs, including that 
there be a “balanced situation” between the signato- 
ries, It has been a longstanding concern of U.S. 
industry that “balanced situation” may be interpreted 
by the EC Commission as meaning equivalent 
trade-flow or other benefits. The U.S. Government 
has consistently opposed requirements for reciprocity 
and has strongly urged the EC to apply the principle 
of national treatment in its place. However, in their 
communique following the meeting, the two leaders 
implicitly recognized the “mutual” nature of any 
such agreement by stating that they would eniail, 
“4nter alia, designated conformity assessment entities 
in the United States [being allowed] to perform the 
full range of required conformity assessment proce- 
dures under the EC directives and EC bodies partici- 
pating fully in U.S. conformity assessment systems.” 


Subcontracting of conformity-assessment proce- 
dures by EC “notified bodies” (officially designated 
EC labs), an issue addressed by an EC Commission 
draft document of January 14, 1991, offers the only 
other means by which the EC will accept U.S.-gener- 
ated test results. Although the subcontracting draft 
document represents substantial progress in laying 
Out the conditions for subcontracting, the U.S. Gov- 
ernment has formally expressed concern that the 
strict limitations placed on the scope of functions 
that can be subcontracted effectively discourages the 
use of the subcontracting option, particularly in qual- 
ity assurance. The June meeting revealed that EC 
policy on subcontracting is still evolving and that 
more specific subcontracting guidelines will be at- 
tached to the text of the mandates on MRAs that the 
Council of Ministers still must pass. Recent reports 
indicate that the EC Commission is proposing a 
more flexible approach towards subcontracting in 
quality insurance, permitting auditing of quality as- 
surance systems to be conducted by subcontractors to 
European-based notified bodies. This is heartening 
news for representatives of U.S. industries such as 
medical devices, for which quality assurance is re- 
quired. However, those industries are still urging the 
EC to permit initial quality system assessments—the 
most time-consuming and costly portion of the pro- 
cess—to be done on a subcontract basis. 


In relation to standardization development, the 
United States and Europeans reiterated their commit- 
ment to implement international standards to the 
greatest possible extent both in product legislation 
and for purposes of public procurement. The United 
States supports the EC stance on the use of intema- 
tional standards since the United States at least has a 
seat at the table when formulating such standards. 
However, during the meeting, the U.S. Government 
pointed out that if international standards are 0 sup- 
port business, improvements in the process for devel- 
oping such standards must be made. Because it is a 
“one country, one vote” system, the EC and EFTA 
easily outvote the United States in some international 
standards forums. Moreover, the slowness of the 
process often makes it difficult to influence impend- 
ing EC standards by initiating international stan- 
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dards-development work. The EC concurred, and the 
two sides agreed to complete a joint report recom- 
mending improvements. The report, which is to be 
completed by December 1991, will be written by 
representatives of the private U.S. and European 
Standardization and certification organizations and 
NIST. 

In addition to the joint report, private sector U.S. 
standards izations and the European standards 
firms collectively committed to fulfill a number of 
other objectives, among them: 

e Promote the faster development of interna- 
tional standards; 

e Identify priority areas in which intemational 
work to develop standards could be intensi- 
fied in order to promote international trade; 
and 


e Implement to the greatest possible extent in- 
ternational standards. 


Better access to EC standards development 
through the acquisition of more timely and complete 
information about draft standards is a central U.S. 
aim. Currently, the United States often receives EC 
standards activities information much too late, and as 
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a consequence the United States is often unable to 
influence standards development. There have been 
instances when discriminatory or difficult-to-meet 
standards have been adopted by the EC to the disad- 
vantage of U.S. producers. During the meeting, Sec- 
retary Mosbacher announced that NIST, in 
cooperation with European standards-developing or- 
ganizations, will develop a new _ information-ex- 
change system that is supposed to involve U.S. 
industry and standards developers in a more timely 
manner than is the case with the present system, put 
in place by the American National Standards Insti- 
tute. 


On the whole, the June 21 meeting and related 
developments represent some progress in addressing 
U.S. concerns about the 1992 program, notably in 
conformity assessment. Although the meeting did 
not fundamentally alter some previous EC positions 
that have been a source of concen to the United 
States, the two sides agreed to move forward on 
negotiating MRAs and to work jointly on improving 
the international standards system. The agreements 
seem to be evidence that regardless of their philo- 
sophical differences, the EC and United States are 
dealing pragmatically with some of the issues raised 
for U.S. exporters hy the 1992 program. 
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Role of Standards in NAFTA Talks 


How technical regulations and standards are devel- 
oped and enforced will be an imporiant issue in the 
Ongoing trilateral negotiations on a North American 
free trade agreement (NAFTA). Such regulations and 
enforcement piocedires are necessary to protect the en- 
vironment, health and safety, and consumers. As more 
visible forms of protection, such as tariffs and im- 
port-licensing requirements, are removed, it is also im- 
portant to ensure that regulations and voluntary 
Standards are not used as more subtle barriers to 
cross-border trace. As the experience of the European 
Community shows, differences in standards and testing 
procec.ures, whether or not legitimate, tend to limit the 
potential benefits of otherwise unified markets. 


At present it does not appear that the regulatory aims 
of the United States in the negotiations—as spe!!cd out 
in the Administration’s May 1 “Action Plan”—will 
conflict with its potential market access goals. Howev- 
er, perhaps more so than in other trade negotiations, 
there could be a tension between the need for confi- 
dence building and the desire to facilitate trade. The 
EC has responded to this dilemma by setting minimum 
levels of protection in areas such as the environment 
SS Se & Ree Ue € Sees 
regulatory and commercial aye om among its 1 
sovereign members. An EC-like solution to regulatory 
disparities does not appear to be in the cards for North 
America, but the process is still likely to result in some 
degree of convergence of standards and conformi- 
ty-assessment procedures among the United States, 
Canada, and Mexico. 


There is reason to believe that a primary goal of 
the United States will be to raise Mexican standards 
and substantially improve enforcement of them. This 
was one of the key Congressional concerns expressed 
during the fast-track debate about broader issues like 
the environment. The sense-of-the-Congress resolu- 
tion sponsored by Majority Leader Richard 
which received an overwhelming (329 to 85) en- 
dorsement in the House on May 23, made it plain 
that U.S. legislators will be watching to ensure that 
the administration fulfills its May 1 “Action Plan” 
for addressing concerns about the environment, labor 
practices, and working conditions. (For a discussion 
of these concems, see JER, June 1991.) Moreover, 
the resolution stressed that “a NAFTA must permit 
the United States [to enforce) strict health and safety 
standards” for agricultural commodities. In the May 
1 plan, the administration promised to ensure that 
there would be no lessening of U.S. protections in 
these areas as a result of a NAFTA. 


U.S. Regulatory Concerns 


Efforts to address the concems raised during the 
NAFTA debate about differing standards for regu- 
lated products and occupational health and safety 
will take place across a broad spectrum, both within 
the context of NAFTA negotiations and separately. 
Representatives of the U.S. Environmental Protection 
Agency (EPA) and the U.S. Department of Agricul- 
ture’s Agricultural Phytosanitary and Health Inspec- 
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tion Service (APHIS) meet regularly with their 
Mexican counterparts to explore environmental and 
food safety issues. 


U.S. Secretary of Labor Lynn Martin and her coun- 
terpart from Mexico signed a Memorandum of Under- 
standing (MOU) on May 3, providing for cooperation 
and joint action on a number of labor issues, including 
health and safety measures and labor standards and en- 
forcement. In addition, United States and Mexican of- 
ficials have agreed on joint projects to address specific 
concems, including occupational health and safety, 
through the framework of the existing United 
States-Mexico Binational Commission (BNC). In 
March 1991, the two Governments agreed to create 
Working Group on Labor Issues under the BNC. The 
working group is to hold its first formal meeting on 

ber 9, 1991. The work under the MOU and 
unter the BNC, according to the administration’s May 
1 action plan, will proceed in parallel with negotiations 
toward an FTA. 


In the area of the environment, the May 1 action 
plan indicates that the administration “will seek a 
commitmeni to work together with Mexico to en- 
hance environmental, health, and safety standards re- 
garding products, and promote their enforcement.” 
Among other things, this cooperation will involve 
consultations aimed at “enhancing enforcement capa- 
bility, inspection training, monitoring, and verifica- 
tions;” “enhancing product standards, subject to full 
public and scientific scrutiny of any changes before 
they would be implemented, to ensure that human, 
plant, and animal health and the environment are 
safeguarded;” and promoting “technical cooperation 
and training.” The administration indicated that this 
program of cooperation will be developed in parallel 
with negotiations of the FTA. In addition, the ad- 
ministration has committed to “complete a review of 
U.S.-Mexico environmental issues” in time “to en- 
able U.S. officials to consider the results during FTA 
negotiations and other bilateral efforts.” 


The May | statement su that in some areas, the 


United +r b- g closely with Mexico to 
raise the level of protection provided in the areas of 
environmental tion, workplace health and safety, 


and control of agricultural pests and disease. This 
cooperation could involve expanded exchanges of 
scientific information and increased technical assis- 
tance to Mexico. The action plan indicated that the 
Mexican enforcement system is also likely to receive 
attention by U.S. regulatory agencies. Legal require- 
ments in Mexico are sometimes as strict as those in the 
United States, but enforcement of such rules is widely 
seen as inadequate. Cross-training and added resources 
are among the options available to improve Mexico's 
track record on enforcement. In addition, measures to 
ensure autonomy and accountability may well lend 
credibility to Mexico’s enforcement process. 


Much work will be needed to achieve the degree of 
compatibility in regulations and enforcement mecha- 
nisms needed to permit unfettered trade among the 
three countries, and it is likely to be a matter of years 
before more confidence is achieved. Therefore, discus- 
sion of more difficult or specialized regulatory issues 
may be handled outside the formal NAFTA negotiating 


uled to remain in place for five years and the two sides 
have on a plan of work that takes them into 
1992. In the meanume, such ies will likely want 
to be involved in the formal NAFTA negotiations to 


Another concern will be to ensure that Mexico's 
regulations and standards do not become obstacles to 
US. A wilateral factfinding ing was 
held in City on May 14-16 w discuss i 
co's standards system. Because of the high level of 
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vities.4 Some 42 standards-drofung committees are 
currently working under the .neral guidance of the 
Directorate General of Normalization within SECO- 
FI, Generally, these committees are composed of 
representatives from industry (producers and users), 
academia and professional societies, and interest 
groups (such as consumers and labor unions). 


About 5,500 NOMs have been developed to date; 
225 of them are mandatory, and the rest are volun- 
lary. Mandatory standards (i.¢., regulations) are in 
principle only employed to protect human healt! and 
safety, to protect consumers (¢.g., by requiring the 
provision of certain commercial information), to 
safeguard animal and plant health, to protect the en- 
vironment, and to facilitate the provision of essential 
services, such as telecommunications.’ Mandatory 
standards have already been promulgated on such 
subjects as measuring instruments and equipment, 
test methods to be used to obtain official certifica- 
tion, apparel, gas appliances, electrical equipment, 
and telecommunications apparatus intended to be 
connected to the basic network. About 5,225 volun- 
tary standards have been drafted. One of the newest 
subjects for voluntary standardization has been quali- 
ty assurance, for which a new work group was 
formed 2 years ago. 

A sizeable number of Mexico’s regulations and 
standards appear to be based on other foreign nation- 
al or international standards, with many derived from 
U.S. standards deve by agencies like the EPA 
or the Occupational and Health Administra- 
tion (OSHA) and private izations such as the 
American Society of Testing and Materials (ASTM), 
the Society for Automotive Engineers (SAE) and the 
— for Electronic and Electrical Engineers 

). 


Despite what appears to be de facto harmonization 
in these areas, several potential U.S. problems with 
Mexico’s standards system are evident. It would 


the meeting, the process is less than transparent and 
ee ee ee Sea . 
© example, there are no formal notifications of the 


for the provision of draft standards to interested 
firms outside of Mexico, 


derministry of Industry and Foreign Investment has primary respon 

SECOFI, “The Mexican Standardization " mimeo pro- 
vided trilateral consultations on May 16, 1991, p. 2, states 
that this is set forth in Mexico's national progra : for indus 
tnal and foreign trade 
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The regulations, which were not notified in ad- 
vance to the GATT Standards Code as required and 
which were to go into effect the day after they were 
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European standards, have intimated that it would be 
desirable for such standards to be applicable in other 
parts of the world. On the other hand, as an earlier 
article in this issue makes clear, standards remain 
one of the issues U.S. industry continues to stress as 
important to watch with respect to the EC 1992 pro- 
gram. Indeed, there is some concem that the deeper 
pockets of countries such as Germany and Japan in 
supporting Mexico's standards infrastructure may still 
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give them a leg up on the United States in influenc- 
ing Mexico's developing standards, testing, and certi- 
fication system. In the past, this influence has been 
a factor in keeping U.S. suppliers out of Mexico's 
market, for example in telecommunications equip- 
ment, where Sweden's Ericcson has dominated for 
some time because of its early influence over the 
technical specifications developed for Mexico's com- 
munications network. 
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Consumer prices, by selected countries and by specified periods, January 1988—April 1991 


Note— Data presented for 
Source: Economic and Energy 
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1990 
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1990 


U.S. Central Intelligence Agency, June 28, 1991 


1989 


includes information only for what was once West Germany. When data for the combined Germanys are available they will be used. 


’ Not available. 
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have been excluded for comparability with U.S. concepts. Inclusion of such 


surveys are conducted only once a quarter, in the first month of the quarter. 


adjusted; rates of foreign countries adjusted to be comparable with U.S. rate. 
unemployment rate to 11-12 percent in 1986-1990. 


2 Many Italians reported as 
3 Italian unemployment 
“ No. available. 


Unemployment rates, (tote! labor force besis)' by selected countries and by specified periods, January 19868—April 1991 


Note— Data presented for 
Source: Economic and Energy 


Source: Unemployment Rates in Nine Countries, U.S. Deapartment of Labor, July 1991. 
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19 
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89.1 
45 


87.4 
7.2 
85.1 
1.3 


81.1 
-13 
84.0 
-11 


major nations. The inflation—adjusted measure shows the change 
; thus, a decline in this measure suggests an increase in U.S price competitiveness. 


87.7 
5.6 
89.6 
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of 15 other 
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822 
84.7 
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Nov. 
83.4 


81.1 


(Percentage change from previous period) 


1990 


IV 

42 
84.1 
3.1 


81.7 


1990 
86.5 
-63 
88.1 
-40 


1989 
91.3 
6.4 
91.8 
6.8 


for the inflation rates in the Uniteo “v»tes 


Source: Morgan Guaranty Trust Co.of New York, July 1991. 
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after 


2 Not available. 
Note—Data presented for Germany includes information only for what was once West Germany. When data for the combined Germanys are available they will be used. 


Source: Federal Reserve Statistical Release, April 22, 1991 Economic and Energy indicators, Central Intelligence Agency, June 28, 1991. 


Effective exchange rates of the U.S. dollar, unadjusted for inflation differential, by specified periods, January 1968—June 1991 


Trade balances, by selected countries and by specified periods, January 1988—April 1991 
(in billions of U.S. dollars, f.0.b. basis, at an annual rate) 


1990 1991 
County 1968 1989 1990 i] il IV Nov. Dec. / Jan. Feb. Mar. Apr. May 
United States’ ......... -118.5 -109.1 -1005 -908 -104.4 -104.4 -114.4 -75.9 68.4 -8685 -66.0 488 -540 -549 
Japan 6 een 94.9 77.4 63.2 57.6 65.2 66.0 66.0 68.4 87.2 81.6 78.0 102.0 93.6 (°) 
Canada ............65. 8.2 5.9 9.3 10.4 11.2 9.6 12.0 10.8 7.2 24 7.2 12.0 (°) (3) 
OORT TTT eT T 72.9 72.0 60.4 67.2 50.0 32.8 13.2 26.4 11.6 -3.6 25.2 13.2 (°) (3) 

United Kingdom ........ -37.5 -39.3 -32.0 -356 -28.0 -23.2 -24.0 -19.2 -21.6 -W.0 -168 -18.0 -18.0 (°) 
France ... 6... eee -$.5 -7.0 9.4 -76 -15.6 -13.6 -1.2 -21.6 -10.4 -13.2 84 -9.6 48 (3) 
errr -11.1 -13.0 -11.8 -8.0 -12.0 -17.2 -33.6 48 -3.6 -20.4 -6. 144 -20.4 (3) 

' 1986, exports, f.a.s. value, ; imports, c.i.f. ffvalue, adjusted. Beginning with 1987, figures were adjusted to reflect change in U.S. Department of Commerce reporting of 
imports at customs value, ee rather than c.i.f. value: 

2 Imports, c.i.f. value, adjusted. 

3 Not available: 


Note—Data presented for Germany includes information only for what was once West Germany. When data for the combined Germanys are available they will be used. 
Source: Economic and Energy Indicators, U.S. Central Intelligence Agency, June 28, 1991 and Advance Report on U.S. Merchandise Trade, U.S.Department of Commerce, 


July 18, 1991 
U.S. trade balance,’ by major commodity categories,and by specified periods, January 1968—May 1991 
(In billions of dollars) 
1990 1991 
Country 1988 1989 1990 i] Ma IV Oct. Nov. Dec. / Jan. Feb. Mar. Apr. 
Commodity categories: 

Agriculture ............... 13.9 17.9 16.3 3.3 4.2 1.2 1.6 1.4 4.4 1.2 1.6 1.6 1.0 1.0 

Petroleum and se— 

lected product— 

(unadjusted) .............. 38.1 447 -546 -13.5 -16.2 6.4 5.4 43 -10.4 -45 -2.8 -3.1 -3.3 -3.3 
Manufactured goods ......... -146.1 -103.2 -90.1 -27.0 -24.3 -10.4 -8.6 -§.3 -14.7 -6.8 -§.7 3.2 -3.6 -3.8 
Selected countries: 

Westem Europe ........... -12.5 -1.3 4.0 -8 6 -6 -4 1.6 5.7 1.1 14 3.2 2.1 1.3 

Canada* ................. 9.7 9.6 -75 -2.7 -2.8 -13 -6 9 -1.4 -4 -.5 -§ -2 -3 

> 4 beasyuesesteussaces -§1.7 -49.0  -410 -9.9 -11.7 45 -3.8 -3.4 -10.3 -3.5 3.2 -3.6 -3.3 2.4 

(unadjusted) .............. 89 -173 -243 6.6 -7.1 -2.7 -2.5 -1.9 4.3 -2.0 -1.3 -1.0 -1.0 -13 
Unit value of U.S.im- 

ports of petroleum and 

products 
(unadjusted)? ............. $18.12 $16.80 $2034 $19.45 $28.20 $30.09 $2956 $25.70 %1957 $2298 $1858 $17.15 $1640 $16.55 


‘ Exports, f.a.8. value, unadjusted. 1986-88 imports, c.i.f. value, unadjusted; 1989 imports, customs value, unadjusted. 
2 Beginning with February 1987, figures include previously undocumented exports to Canada. 
one 1988, figures were adjusted to reflect change in U.S. Department of Commerce reporting of ‘mports at customs value, seasonally unadjusted, rather than c.i.f. 


Source: Advance Report on U.S. Merchandise Trade, U.S. Department of Commerce, July 18, 1991. 
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